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PREAMBLE 


The Provincial Auditor commented on the Ontario Innovation Trust in Chapter 2 
of his 200] Annual Report. The Standing Committee on Public Accounts held 
hearings on the Auditor’s comments on February 21, 2002, with representation 
from the ministries of Energy, Science and Technology, and Finance.' This report 
constitutes the Committee’s findings and recommendations on this subject. 


The Standing Committee on Public Accounts extends its appreciation to the 
officials from the ministries of Finance and Energy, Science and Technology for 
their attendance at the hearings. Furthermore, the Committee acknowledges the 
assistance provided during the hearings by the Office of the Provincial Auditor, 
the Clerk of the Committee, and staff of the Library’s Research and Information 
Services. 


1. BACKGROUND 


The provincial government created the Ontario Innovation Trust (the Trust) in the 
fiscal year 1998/99, during which time the Ministry of Energy, Science and 
Technology transferred $250 million in grants to the new body.” The Minister of 
Finance’s speech on the tabling of the /999 Ontario Budget publicly announced 
the Trust’s creation. It would “provide funding to Ontario universities, hospitals 
and colleges for labs, high-tech equipment and other research infrastructure.”” A 
further $500 million in grants was transferred to the Trust in 2000/01 “ (The 
provincial budget tabled on June 17, 2002, included a $300 million 
“enhancement” to the Trust.°) Funding from the Trust is to be available over 10 
years.° Administrative support is provided through the Innovation Institute of 
Ontario. 


The Trust was created as an arm’s-length body through a trust agreement with the 
Royal Trust Corporation. (The trustee is now the Northern Trust Company.) It is 
governed by a seven-member board of directors, representing the Trust’s principal 
stakeholders. The government appoints three members, the university sector 
appoints two, and community colleges and hospitals each appoint one. 
Appointments are for one, two or three year terms.’ Four members of the current 
board are members of the advisory board of the Ontario Research and 
Development Challenge F und.* 


The maximum investment provided by the Trust is 40% of approved costs to a 
maximum of $10 million. In some instances, the Board may decide to provide 
60% of costs to a maximum of $15 million.” 


The vast majority of Trust investments have matching support from the Canada 
Foundation for Innovation (CFI). The CFI was established as an independent 
corporation by the federal government in 1997 to “strengthen the capability of 
Canadian universities, colleges, research hospitals, and other not-for-profit 
institutions to carry out world-class research and technology development” 
through investments in research infrastructure projects. The CFI contnbutes an 


average of 40% of total eligible project costs.'® Its original five-year mandate has 
been extended to 2010. The original $800 million budget is now $3.5 billion." 


As of February 2002, the Trust had awarded over $430 million.'* Awards 
matching CFI investments accounted for $323 million of that total.’* Just over 
$87 million of the remainder had been committed to non-CFI investments.“ 
Another $19.8 million had been committed to the Ontario Distinguished 
Researcher Award Program (ODRAP) for capital projects that receive matching 
funding from the CFI.'° Researchers had actually received less than half of the 
amount awarded, roughly $150 million, at the time of the Committee’s hearings.’° 
Proposals are evaluated on a competitive basis. Expert peer reviews are used to 
assess scientific merit unless a co-sponsor has reviewed a proposal. A CFI peer 
review 1s considered the equivalent of a Trust peer review. The Board also 
considers a project’s potential to enhance the province’s capacity for innovation 
and economic growth, its health and environmental quality, and the project’s 
sustainability and ability to compliment other provincial investments.’ 


2. PROVINCIAL AUDITOR’S COMMENTS 


This section was taken verbatim from the Provincial’s Auditor’s 200] Annual 
Report. His comments focussed on the Trust’s accountability and the financial 
reporting of the funds allotted to the Trust.'* 


As mentioned in our 2000 Special Report, the government of Ontario flowed a 
total of $750 million in multi-year funding to the Ontario Innovation Trust 
(Trust). The Trust was designed to be an arm's-length entity and was established 
during the 1998/99 fiscal year for the purpose of providing funding to increase the 
capability of Ontario universities, colleges, hospitals, and other non-profit 
organizations to carry out scientific research and technology development. 


We raised accountability concerns with the Trust in our past reports, including: 


¢ the inability of the government and the Legislature to obtain assurance that the 
Trust is spending public funds prudently and for the purposes intended and to 
take corrective action if it is not; 


¢ the lack of ministerial accountability to the Legislative Assembly for the 
Trust’s activities; and 


- the fact that the Auditor’s current mandate does not permit him to conduct 
value-for-money audits of the Trust or inspection audits of the beneficianes of 
its grants. 


In addition to these accountability concerns, we also commented in our past two 
reports about the consequences and the appropriateness of the accounting 
treatment of the endowments to the Trust. Although technically in accordance 
with accounting rules established by the Canadian Institute of Chartered 
Accountants for government, the timing of the grant approvals allowed the 
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government to recognize the expenditures in the years before the Trust actually 
disbursed funds to the final grant recipients. This resulted in a significant 
exaggeration in the amounts that were reported as having been spent on 

innovation in the 1998/99 and 1999/2000 fiscal years. In fact, at the end of the 
Trust’s first year of operation — March 31, 2000 — the accounts of the province 
gave the impression that the government had spent $750 million (the total flowed 
to the Trust from the province) on innovation expenditures, when actual Trust 
commitments amounted to only $161 million, of which merely $2.5 million had 
been disbursed for eligible projects in that year. 


At that time, we concluded that a significant amount of the $750 million provided 
to the Trust was preflowed to it well before the Trust actually required the funds. 
In the latest fiscal year, this conclusion was reinforced given that for the two-year 
period ending on March 31, 2001, the Trust had only disbursed $119 million for 
eligible projects, and it held $670 million of taxpayers’ funds without an 
accountability requirement to the Legislative Assembly. 


Although the Trust’s lack of public accountability, about which I have expressed 
concerns, cannot be undone because of the irrevocable nature of the Trust 
Agreement, I am pleased to report that the government did not preflow any 
additional grants to the Trust during the 2000/01 fiscal year. 


Nonetheless, I continue to hold the view that all transfer-payment partners should 
be subject to legislated public accountability, including performance reporting and 
a better legislative audit regime. This would permit the Legislature to evaluate 
what was accomplished with the funding provided and to have the ability to 
ensure that any necessary corrective action is being taken. 


3. ACCOUNTABILITY 


Committee Hearings 


3.1 Presentation by Ministries 


The Trust is governed by a trust indenture (agreement) that clearly defines such 
things as eligible recipients, projects and costs. The Trust’s board cannot change 
the indenture.!” Funds held by the Trust are only available to beneficiaries; the 
province cannot recapture them. Any interest generated is reinvested in the 


Trust.7” 


Because the Trust operates at arms-length from the government, some traditional 
accountability measures that would apply to annual grant recipients are not 
applicable to it. However, the Board has implemented a series of accountability 
measures including issuing an annual report and financial statements which are 
audited by an external firm. The Trust’s Internet web site explains its structure, 
the criteria used for approving projects and information on awards. Reference was 
made to the Trust being accountable to its beneficiaries and the general public.”! 


The Trust’s accountability framework was said to be similar to that proposed by 
the Public Sector Accountability Act (PSAA). The PSAA received first reading on 
May 9, 2001 and will apply to the broader public sector. If it is passed as 
written, organizations will be required to table and make public an annual 
business plan. They will also have to describe their progress in achieving their 
goals, and provide audited financial statements and a business plan for the next 
year. Within each business plan, they will develop statements with respect to their 
mission, goals and activities. The Trust was thought to conform in large part to 
the preceding requirements. There 1s also provision within the proposed 
legislation, as currently written, to have it apply to the Trust.”° 


3.2 Discussion with Members 
3.2.1 Board Accountability and Accountability to the Board 


Members were assured that the Board was accountable and transparent. 
Discussions at the Board level ensure that it stays attuned to its need to live up to 
responsibilities.” 


The Board intends to file an annual report in a timely fashion. The information 
contained within it will be posted on the Trust’s web site.” 


While the Ministry of Finance has no authority over the Board or its 
accountability practices, it is aware of what the Board does through standard 
reporting practices.*° The Office of the Provincial Controller has an interest in 
broader accountability practices in the public and broader public sectors for 
reasons related to policy development. If and when the PSAA passes, and 
depending on the size of the entities it covers and its regulations, the Ministry of 
Finance and the responsible line ministry will see that information on proper 
practices is disseminated to improve overall accountability practices.’ 


Ministry staff explained that contracts with recipients speak to what is expected in 
terms of reporting.” * Two levels of audit (project and institutional) are available 
for tracking and monitoring purposes. An institutional audit is made public and 
deals with the financial management and sustainability of the host organization or 
institution.” If a beneficiary is found to not be doing what it agreed to, the Board 
has the power to cease funding.*” 


Due to the number of instances in which the Trust matches funds from the CFI, 
witnesses were asked how the Trust can ensure the CFl-approved projects have 
been properly vetted. Members were told that the Trust has its own audit process 
in place once awards have been made. The Trust agreement also allows the Trust 
to take someone else’s scientific peer review as sufficient review. Highly 
qualified and credible scientists who evaluate their peers on the basis of the 
quality of their science were said to be involved in the process.”’ 
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3.2.2 Trust as Vehicle 


Witnesses were asked why the government selected a trust as opposed to a 
mechanism within the Ministry of Energy, Science and Technology. The former 
would be accountable through the Minister to the Legislature and eligible for a 
value-for-money audit by the Provincial Auditor. Ministry staff said a trust 
permitted the necessary multi-year commitments as opposed to the annual 
appropriation process.*~ The appropriation process would also accentuate research 
and development’s vulnerability to competing demands from tangibles such as 
hospitals.*° 


Another key factor in selecting a trust was the CFI; established as a trust at the 
federal level and through legislation.** Elements of the Trust were patterned after 
the CFI. For example, ministry staff understood that like the Trust, the CFI had a 
proviso that its funds and the interest they earned were only available to 
beneficiaries.*> Because the CFI was able to make secure, longer-term 
commitments and the province wanted to do the same, and ensure that Ontario 
institutions received a reasonable share of the CFI’s funds, employing a trust was 
the option chosen.”° 


When asked if the federal legislation provided for greater accountability, 
witnesses said that the Minister of Industry reports to Parliament on the CFI but is 
not accountable for it. They also thought that the CFI tabled an annual report. 
Members were told that the federal Auditor General had raised concerns about the 
CFI’s accountability.*’ 


The Trust is not an endowment but it does share some characteristics. Like an 
endowment, its administrators are able to manage and deploy the interest and the 
principal for the purposes of the Trust.*® 


Use of a vehicle such as a trust was said to facilitate expert decision-making by 
providing an organized framework in which those decisions can be made.”” This 
was challenged on the grounds that an advisory committee with the same 
members could have been established within the Ministry of Energy, Science and 
Technology.’ Because of the number of instances of the Trust matching CFI 
funds, most peer reviews are performed at the federal as opposed to provincial 


level. 


3.3.3 Application of the Proposed PSAA and the Audit Act 


In response to questions about the applicability of the PSAA to the Trust, 
Members were told that its actual application will depend on the regulations as 
drafted. They also learned that the PSAA will have an impact on affected bodies’ 
public as opposed to ministerial accountability. While it will deal with financial 
reporting and disclosure issues, it will not be the vehicle for value-for-money 
audits: that remains the Audit Act, which the government has announced it will 


4) 
amend. 


When reminded that there is a substantial difference between the audit that 
appears on the Trust’s web site and a value-for-money audit, witnesses replied 


that the difference not only applies to the Trust but to a number of other transfer 
recipients about whom the Provincial Auditor has raised accountability 
concerns.** They in turn reminded Members that the Trust was the granting 
agency, not the final spender. The Committee also heard that the Trust’s board 
was anxious and open to emulating best practices and maximizing 
accountability.” 


Committee Recommendations 


The Committee therefore recommends that: 


1. Any act respecting the accountability of public sector organizations, 
such as Bill 46, An Act respecting the accountability of public sector 
organizations, and its regulations should apply to the Ontario 
Innovation Trust. 


Because the Trust is not a Crown controlled corporation as defined in the Audit 
Act, its activities are not subject to the following mandatory audit procedures 
specified for Crown controlled corporations by the Audit Act. The auditor of a 
Crown controlled corporation is required to 


- deliver to the Provincial Auditor a copy of the audited financial statements 
and the management letter; 


e make available for review all working papers, reports, schedules and 
documentation requested by the Provincial Auditor; and 


¢ if requested by the Provincial Auditor, provide explanations and information 
as to the nature and extent of the audit work carried out and the results 
obtained. 


As well, the Trust agreement provides no mechanisms for the Provincial Auditor 
to conduct, or cause to be conducted, additional examinations, such as value-for- 
money audits. Also, because the Trust is not an agency of the Crown, the 
Provincial Auditor is precluded from performing inspection audits, as defined in 
the Audit Act, of the end recipients of the Trust’s grants. 


The Committee therefore recommends that: 


ze To ensure full accountability for the funds received and awarded by 
the Ontario Innovation Trust, the Provincial Auditor should be 
appointed as the Trust’s auditor. 


4. FINANCIAL REPORTING 


Committee Hearings 


4.1 Presentation by Ministries 


The $250 million referred to in the 1999 budget and the $500 million that 
appeared in the 2000 budget were reported in the years in which the grants were 
made. This was consistent with the government’s understanding of the guidelines 
set by the Public Sector Accounting Board (PSAB). Witnesses reminded the 
Committee that the Public Accounts for the two relevant years had received 
unqualified treatment. 


4.2 Discussion with Members 


Despite the Provincial Auditor’s concern with showing multi-year funding in one 
year, Members were told that the form of any future support will be decided by 
the substance of a business and policy case rather than reporting issues.*° The 
Ministry of Finance and the Provincial Auditor report any issues with respect to 
PSAB rules. The PSAB then studies ways of improving reporting. The Provincial 
Auditor told the Committee that the PSAB has task forces examining transfer 
payments and reporting entities at the present time.”° 


Ministry personnel understood the accountability and reporting concerns of the 
Provincial Auditor and the federal Auditor General, but said the choice to be 
made is between the PSAB’s guidelines and the preferred directions advocated by 
the two auditors.” 


Witnesses were asked for the rationale for the amounts forwarded to the Trust. 
The allocations made by the government were assigned according to a multitude 
of criteria, among them the amount of money the federal government had 
committed to the CFI. Once it was known how much federal money was 
available, the province hoped that Ontario would get at least 40% because of the 
concentration of researchers and research institutions within its boundaries. The 
province’s first instalment of $250 million approximated 40% of the initial 
amount the federal government allotted to the CFI.** The second allocation of 
$500 million was less than 40% of the amount by which the federal government 
increased its endowment of the CFI. 


When asked if there were any practical reasons for money appearing in the books 
in one year and being spent in another, witnesses referred to the ability to match 
CFI allocations without any concern for the possibility of not receiving an 


: 50 
allocation. 


In response to questioning, ministry staff told the Committee that delays in 
funding were due to a variety of reasons. Part of any delay was the result of the 
due diligence required to ensure that a co-sponsor’s money was available and that 


applications correctly listed the researchers involved. Because projects involve 
capital, time was needed to plan and acquire the necessary assets or make 
construction changes.” 


Committee Recommendation 


The Committee therefore recommends that: 


3. 


Should the government continue with the creation of trusts, it should 
ensure that proper accountability mechanisms to the Legislature form 
part of the trust agreement and that the accounting should meet 
PSAB accounting rules. 


5. List OF COMMITTEE RECOMMENDATIONS 


1. 


Any act respecting the accountability of public sector organizations, such 
as Bill 46, An Act respecting the accountability of public sector 
organizations, and its regulations should apply to the Ontario Innovation 
Trust. 


To ensure full accountability for the funds received and awarded by the 
Ontario Innovation Trust, the Provincial Auditor should be appointed as 
the Trust’s auditor. 


Should the government continue with the creation of trusts, it should 
ensure that proper accountability mechanisms to the Legislature form part 
of the trust agreement and that the accounting should meet PSAB 
accounting rules. : 
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DISSENTING OPINION OF THE NEW DEMOCRATIC PARTY CAUCUS ON 
THE REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 


Ontario Innovation Trust 
Chapter 2, Towards Better Accountability 
2001 Annual Report of the Provincial Auditor 


On behalf of the New Democratic Party, I welcome the opportunity to provide a 
dissenting opinion to the Standing Committee on Public Accounts on its Final Report: 
Ontario Innovation Trust. The Report was completed and voted on by the Committee at 
its meeting of Thursday, October 10, 2002. 


The purpose of the Dissent is to express our view that the Committee recommendations 
fail to urge the Conservative government, in the strongest possible terms, to record 
government expenditures from the Ontario Innovation Trust in the actual year that the 
Trust allocates funding to its grant recipients. We believe that to provide the public with 
an honest and accurate picture of government spending on innovation, the government 
must record this spending in the Public Accounts in the same year that funds actually 
flow from the Trust to those colleges, universities, hospitals, and non-profit institutions 
undertaking approved projects. 


In his 2001 Annual Report, for the third year in a row, the Provincial Auditor commented 
on the accounting treatment of endowments to the Trust. He said, “Although technically 
in accordance with accounting rules established by the Canadian Institute of Chartered 
Accountants for government, the timing of the grant approvals allowed the government to 
recognize the expenditures in the years before the Trust actually disbursed funds to the 
final grant recipients. This resulted in a significant exaggeration in the amounts that were 
reported as having been spent on innovation in the 1998/99 and 1999/2000 fiscal years.” 


To understand how exaggerated government expenditures on innovation really are, one 
need only consider the examples used by the Auditor in his 2001 Report. As of March 
31, 2000, the Public Accounts showed that $750 million had been spent by the 
government on innovation. This in fact, only represented the amount of money the 
government had transferred to the Ontario Innovation Trust. In actual fact, only $161 
million was committed by the Trust in that year, and a pitiful $2.5 million only, was 
disbursed to institutions to get approved projects underway. 


In the second example, at the end of March 31, 2001, the Public Accounts again showed 
$750 million had been spent by the government on innovation, but in fact, the Trust had 
only disbursed $119 million to institutions for actual projects getting underway. This 


represents about $1.00 in $6.00 announced by the government on innovation, actually 
being spent on projects. 


While the government might technically be meeting PSAB (Public Sector Accounting 
Board) rules in recording expenditures on innovation, the Provincial Auditor made it 
clear at more than one Committee meeting, that the government was operating marginally 
within the PSAB accounting rules when it came to the reporting of innovation 
expenditures in the Public Accounts. New Democrats believe that operating marginally 
within the rules is not good enough. This is especially true with this Conservative 
government which is long on rhetoric about “accountability and transparency” but 
definitely short on putting in place the mechanisms to ensure their own operations are so. 


As a result, on behalf of New Democrats, I moved a motion in the Public Accounts 
Committee which read as follows, “The reporting of the Ontario Innovation Trust Fund 
should more fully follow PSAB rules in the Public Accounts.” In the discussions which 
followed, I made it clear I wanted the Committee to urge the government to make its 
reporting of innovation expenditures more accurate and‘ honest. To do so, the 
government should only report in the Public Accounts, money which is actually 
transferred for projects in that year. In this way, the public would clearly know exactly 
how much money had been spent on innovation by the government in any given year. 


Regrettably, the government majority defeated the motion in Committee. It appears that 
as long as the government is marginally within the PSAB rules for reporting, government 
members are not interested in ensuring the true picture of spending on innovation is 
actually made public. In our view, that is because the government grossly exaggerates 
the amount it spends on innovation in its Budget statements and in the Public Accounts. 
While the government pretends that a significant investment is being made in this regard, 
the Provincial Auditor’s Reports have shown the opposite—the majority of money 
announced for innovation has in fact not been spent. Forcing the government to more 
accurately report actual spending in the Public Accounts would expose the game the 
government is playing. Clearly, that is something the government is not prepared to do. 


Tabled with the Public Accounts Committee 
October 23, 2002 
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